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1. Introduction 
Internal audit is constantly evolving and improving taking into account the needs of businesses and 
stakeholders. For practice, it is important the internal audit to be studied in terms of the theory of 
financial control in order to differentiate its functions within the system of the financial control and 
governance processes. 
Object of study: internal audit and its functions. 
The objective of this article is: by theoretical justification of the nature of internal audit functions 
and  empirical  study  of  the  practice  to  formulate  conclusions  and  recommendations  for  its  
improvement within the system of financial control. 
1. To achieve the objective, the following tasks should be implemented: 
2. To study the role and function of internal audit within the system of financial control. 
3. To determine the nature and functions of internal audit. 
4. To examine how the functions of internal audit are implemented in practice in Bulgarian 
enterprises and the opportunities for its improvement. 
2. Place and role of internal audit within the system of financial control  
Historically, concepts of financial control have occurred at different times and each of them has 
influenced the development of internal audit by determining its role, functions and responsibilities. 
Review of  scientific  literature  [1–10]  allowed them to  be  systematized  in  two directions:  the  first  
concept considered the financial control as an organized activity, and the second concept defines it 
as function of management. For this end, theory of control uses different approaches to study the 
nature of financial control.  
One group of authors [4] used the legal approach to clarify the nature of financial control as an 
organized activity. Originally, financial control has been associated with verification of documents, 
and according to current understanding, it is perceived as an activity where different methods for 
qualitative and quantitative evaluation of the objects of financial control are applied to confirm the 
compliance with existing regulations and laws. 
Second group of authors [11] used the governance approach and present financial control as a stage 
or function of management, which purpose is to assess the implementation of management 
decisions and goals using the tools of analysis and accounting. 
Third  group  of  authors  [3]  used  cybernetic  approach  to  present  the  financial  control  as  a  way  of  
receiving feedback through procedures, testing and integration of control systems in business 
processes for the purpose of efficient implementation. 
Another group of authors [12; 13; 15] explored financial control as an activity for minimization of 
risk arising in the management of its objects from the perspective of risk management theories. 
They also used a system approach, but the control system is viewed not in terms of “management – 
obedience” principle, but contrary to the necessary for the control – control environment, risk 
assessment; information and communication; control procedures and monitoring. 
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Approaches applied to study the financial approach, history and development of internal audit [16] 
allow the role, functions and responsibilities of the internal audit within the system of financial 
control to be summarized as follows (Tab. 1). 
Tab. 1. Role, functions and responsibilities of internal audit in the system of financial control 
 
Period 
Approaches to 
study the 
financial control 
Role if internal 
audit 
Functions of 
internal audit 
Responsibility 
of internal 
auditor 
In the early 
20th century Legal approach 
Confirmation of 
reporting records and 
the status of assets 
and liabilities 
Control. 
Information. 
Regulatory 
(influential). 
Not specially 
defined 
20th century 
20’s/40’s 
Governance 
approach 
Testing and 
evaluation of control 
systems 
Information. 
Control. 
Evaluation 
Regulatory 
(influential). 
To Operations 
manager 
20th century 
40’s/50’s 
Cybernetic 
approach 
Testing, evaluation 
and analysis of 
accounting 
information and 
information systems 
Information. 
Control. 
Evaluation 
Analytical. 
Administrative 
to management 
20th century 
90’s 
Risk-oriented 
approach 
Identifying. Testing. 
Assessment and 
advice on financial 
risk 
Information. 
Control. 
Evaluation 
Analytical. 
Advisory. 
Administrative 
functional 
 
Professional audit and accounting associations when developing various control frameworks of 
systems of internal, including financial control (1, 2, 3) use risk-oriented approach that allows the 
internal audit to be positioned within the organizational structure in a way that establishes itself as 
an independent evaluation and consulting activity.  
In practice, this is achieved by its functions, as revealing of their composition and content is a 
prerequisite for: 
– Efficient organization of work of the internal audit department; 
– Use of available resources in the execution of audit engagements and consultations; 
– Determining the role and place of internal audit within the system of financial control. 
3. Function of internal audit – theory and practice  
Scientific literature presents different understandings of the nature and functions of internal audit.  
Some authors [17], analyzing the definition of internal audit of The IIA [15], assume that it fulfils 
two main functions: control and information and advisory.  
Other authors [8] considering the content of the problems solved by internal audit in practice, 
assume that it fulfils coordination, advisory, control, evaluation, analytical, preventive and 
information functions.  
The third group of authors [18] assume that the internal audit fulfills the following functions: 
confirming, information, analytical, project-methodological, direct and indirect feedback, 
protective. 
To define the function of internal audit and to differentiate the responsibility of internal auditors in 
terms of theory and practice, its relationship with and difference from internal control is of 
importance.  
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Unlike internal control which is a governance function, internal audit is an evaluation activity. It 
also, like the internal control, can be viewed as a process that is organized differently. Internal 
control can be organized both in the enterprise and outside it, because it is relatively independent 
from the governance process.  
In terms of methodology, these features are important and should be taken into account when 
differentiating the functions of the internal audit from those of the internal control.  
In their essence, the functions of internal audit can be defined as: activities specific in their content 
and purpose, which are directly related to the competence of internal auditors and allow the mission 
and strategy of development of the internal audit to be adapted and coordinated with the priorities of 
risk management, financial control and business development strategies. 
It is methodologically more sustained to be assumed that practically the internal audit performs the 
following functions:  
– Information – evaluation – internal auditors not only use, but also create a qualitatively new 
information about the state of the internal control and risk management systems, audits and 
business processes and risks associated with them. Internal auditors report collected, processed, 
analyzed and evaluated information in an appropriate form to parties concerned. For this 
purpose, they perform actions and procedures to identify and evaluate risks, associated with 
internal control systems, ongoing business processes and changes in internal and external 
environment; internal control and risk management system assessment; assessment of controls 
for the protection of assets and effective use of resources; evaluation of IT and information 
flows;  evaluation  of  the  state  of  audits,  business  processes  and  risks  associated  with  them;  
assessment of controls for protection of assets and their effective use; analysis and processing of 
collected data in a form appropriate for the purposes of governance, risk management and 
control; effective efficient and reliable information feedback through established communication 
channels and reporting to management, Board of Directors and Audit Committee.  
– Control function – it includes activities and procedures for monitoring of internal control systems 
and  risks  associated  with  them;  compliance  with  applicable  law  and  the  internal  rules  and  
regulations and codes of conduct; monitoring the implementation of recommendations, measures 
undertaken to update the risk control and management systems; interaction with the external 
auditors and regulators; fraud prevention and detection of fraud and corrupt practices. 
– Methodological function – includes activities related to staff training to implement specific 
control activities and risk assessment; assistance in the development of procedures and methods 
for risk assessment; assistance for updating the internal regulations and standards; establishing a 
suitable internal environment for the operation of an internal audit department; qualification 
courses, programs and training for continuing professional development. 
– Advisory function – includes advising operational management on issues to improve control 
systems and risk management system and risk assessment; senior management on specific issues 
within the competence of internal auditors related to strategy assessment and corporate 
management; Audit Committee on specific projects and programs. 
Successful development of internal audit in Bulgarian enterprises is determined by its functions.  
For this purpose, an empirical study in the form of a survey has been made to determine the state of 
the activities, performed by the internal audit. 
The survey involved 53 enterprises. A sample of seven enterprises in the category of public interest 
companies (large companies) has been made of those that have given a positive answer. The major 
criterion was reliability of the source of information. The activities performed by the internal audit 
in three banks have been compared. In this way, the actually functioning internal audit in Bulgarian 
enterprises and banks has been analyzed and compared, which is important for our practice and theory.   
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To distinguish the functions of internal audit, the survey included questions to assess the type of 
activities it performs. Responses were evaluated in three grades, insignificantly advanced activities, 
moderately advanced activities, priority advanced activities. The comparison is between enterprises 
(large companies) and banks. The results are summarized by the author in bar charts (Fig. 1; Fig. 2). 
The analysis of the responses of the questions concerning the activities performed by the internal 
audit has led to the following conclusions: 
1. The functions developed in the surveyed enterprises and banks are as follows: information-
evaluation function; control function; advisory function and methodological function. 
2. Information-evaluation function is the best developed one. Priority advanced activities are: 
assessment and monitoring of internal control and risk management systems; assessment of 
controls for the protection of assets; assessment of effectiveness of the use of resources and 
business processes; evaluation of management decisions, implementation of recommendations, 
strategies and effectiveness of corporate governance.  
3. Activities which are not sufficiently advanced, especially in enterprises are: assessment of IT and 
security of information systems and evaluation of internal regulations. 
4. The analysis of internal audit methodological and control functions demonstrated that there are 
activities related to these functions, which are developed: participation in training, methodological 
assistance, coordination and interaction with external auditors and regulators and fraud investigation. 
5. In the surveyed enterprises and banks positive assessment can be given to the state of advisory 
function. 
6. Comparative analysis shows that internal audit functions in the surveyed banks are one level 
more advanced that in the surveyed enterprises. 
In practice, the importance of internal audit is defined by the activities it performs related to risk 
assessment in financial sector and by the confidence the management has in it. 
To this end, the survey included questions to assess the importance of internal audit according to 
types of activities in five degrees, where 1 and 2 is minor, 3 moderate, 4 and 5 significant. Results 
are summarized by the author in bar charts (Fig. 3; Fig. 4). 
The analysis of the responses of the importance of the internal audit in risk assessment showed the 
following (Fig. 3): 
In banks, when assessing the risk, internal auditors focus on financial activity, frauds, IT, 
operations, human resources management, and in enterprises – internal auditors focus on IT, fraud, 
operations and financial activity. 
The analysis of the responses for the confidence put in internal auditors by the management showed 
the following (Fig. 4): 
1. The degree of confidence in internal auditors varies in enterprises and banks. In banks 
confidence in internal auditors is definitely bigger.  
2. The management prefers the internal audit to be carried out by the Internal Audit Department, 
but still in the financial sector, the internal auditor lies in the shadow of external auditors and 
management. 
The conclusion is as follows: It is recommended that in order to be credible and to be useful 
in the studied areas, internal auditors should: 
– Offer the parties concerned services which external auditors cannot provide, do not want to 
provide or provide at a very high price; 
– Use all available opportunities for communication and interaction with the management to 
coordinate their actions, plans and programs in the field of risk management, financial control, 
quality of accounting information and fraud; 
– Develop meaningful activities such as information-evaluation and also control, methodological 
and advisory function. 
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Fig. 1. Summarized bar chart of internal audit activities performed in enterprises 
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Fig. 2. Summarized bar chart of internal audit activities performed in banks 
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Fig. 3. Role of internal audit in risk assessment 
 
 
 
 
Fig. 4. Degree of importance of structures, which the management has confidence  
in when assessing the risk 
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Summary  
The results of the empirical study of internal audit function in Bulgarian enterprises allow the 
following conclusions and recommendations to be made: 1) In the surveyed enterprises and banks, 
information – evaluation function of internal audit is best developed; 2) Not sufficiently developed 
are activities to ensure quality and richness in content of internal audit control and methodological 
functions; 3) Advisory function is moderately advanced and depends on internal auditors and 
management’s professional skills; 4) To differentiate and define the role and place of internal audit 
within the system of financial control it needs to be improved in several direction: 
 
– Organizational and legal status – to this end it is advisable the mission and strategy of 
development of internal audit to be defined ensuring its independence with appropriate channels 
of reporting and interaction with the Audit Committee; 
– Scope and content of audit engagements – it is recommended they to be focused on main risks in 
the systems of financial control, risk management and business development strategies; 
– Improving internal audit methodology and technology – this can be achieved by adapting and coordinating 
the audit plan with changes in the organization, financial risks, methods of external independent audit, use of 
software and self-assessment of risk and control in the audit activities of internal auditors. 
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